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New England Development Credit Corporations 


Part II— Operating Procedures and Accomplishments 


The five active development credit corpora- 
tions in New England have been operating for 
periods ranging from three to 51 months. Dur- 
ing this time they have thoroughly investi- 
gated 265 applications originating in 19 indus- 
tries. They have granted 69 loans to 66 concerns 
in 14 industries. These firms employ 6,478 
workers and have an estimated annual payroll 
of $23,105,000. Credit corporations have aided 
in the construction of 12 new factories contain- 
ing 292,620 square feet of modern manufactur- 
ing space. Funds loaned by credit corporations 
total $3,515,073, but related loans of $3,700,000 
from other financial institutions and equity 
capital from other sources estimated at $4,- 
700,000 put to use in connection with loans of 
development credit corporations swell the im- 
pact of their actions. 


DEVELOPMENT CREDIT CORPORATIONS are now operat- 
ing in five New England states. An article in the 
July Monthly Review discussed their establishment and 
objective of helping to meet the need for medium- and 
long-term funds among small and growing businesses. 
This article discusses the operations and accomplish- 
ments of these credit corporations. 

The five development credit corporations spent a 
considerable amount of time in organizational work be- 
tween the time they received their charters and made 
their first loans. They had to sell stock, sign up mem- 
bers, elect officers and directors, set up loan and execu- 
tive committees, obtain operating staffs, establish poli- 
cies and operating procedures, and secure and process 
applications. Between 7 and 12 months elapsed from the 
time the various corporations obtained their charters 
until they made their first loans. 


{ppli« ations for Assistance 


None of the development credit corporations has 
needed to solicit applications for loans or investments. 
The managers and directors endeavor to acquaint bank- 
ers and others with the purposes of credit corporations 
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so that deserving applicants will be referred to the cor- 
porations. Experience has demonstrated that banks 
are the most important referring agency. Individuals 
thoroughly acquainted with credit corporations, local 
industrial foundations or chambers of commerce, and 
state development commissions have also referred a 
number of applicants to credit corporations. 

The five development credit corporations have al- 
ready thoroughly investigated a total of 265 applica- 
tions which passed initial screening. These applicants 
asked for $13,865,000. The number of requests for as- 
sistance of all sorts presented to credit corporations 
totals close to 1,000. Most of these applications were re- 
jected as impractical and not worth serious considera- 
tion at the initial stage. The relative frequency with 
which firms in 19 industry groups have requested finan- 
cial assistance is shown in an accompanying table. 

The Massachusetts Business Development Corpora- 
tion has received requests for assistance totaling $5,- 
471,500, a larger amount than any other credit corpora- 
tion. The Maine corporation has received requests for 
the second largest amount of funds, followed by the 
corporations in Rhode Island, Connecticut and New 
Hampshire. The fabricated metals industry ranks first 
in dollar amounts requested, followed by the paper and 
paper products, textile, electrical machinery, nonelec- 
trical machinery, and leather industries. 

All of the credit corporations require applicants to 
present detailed financial and other business informa- 
tion. They obtain additional information from mercan- 
tile credit agencies, suppliers, customers, commercial 
banks, directors and members of the credit corporation 
who know the applicant or who are located in the same 
area, and from surveys of the plant and operations of the 
applicant by the manager of the credit corporation. 

The information developed from interviews, applica- 
tion forms, plant visits, and other sources is generally 
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referred to a loan committee or an executive committee 
of the board of directors. This committee may request 
additional information, visit the plant, or call in the ap- 
plicant for an interview. In two development credit cor- 
porations, the recommendations of the loan committee 
are sent to an executive committee for final action. In 
Massachusetts, the loan committee approves or disap- 
proves the request. In New Hampshire and Maine, re- 
quests approved by the loan committee go to the full 
board of directors for final action. 

The processing of applications takes between a week 
and a month in four development credit corporations. 
Two weeks is the most common amount of time con- 
sumed. In Maine, however, where regional advisory 
committees must pass on all applications before they 
are referred to the loan committee, most of them require 
sixty to ninety days for processing. 

Development credit corporations take a variety of 
criteria into consideration when processing loan appli- 
cations. They always consider the general reputation, 
reliability, financial responsibility, experience, and 
competence of the applicant. The type and amount of 
collateral offered may be important in some cases, al- 
though in others the credit corporation may not require 
collateral. Because of the quasi-public nature of credit 
corporations, the number of jobs that will be retained 
or created as a result of a loan also receives serious con- 
sideration, as well as the effects on the local economy of 
granting or rejecting an application. 

Development credit corporations may lend to any 
business which is currently located or which is going to 
locate within their state. There is nothing in their 
charters preventing them from lending to nonmanufac- 
turing businesses. Nevertheless, all of the loans made thus 
far have been to manufacturing or processing concerns 
because they generally create more jobs than loans to 
other types of businesses. Two corporations have adopt- 
ed definite policies against making loans to wholesale, 
retail, and service businesses. 

Only two corporations have definite limits on the size 
of any one loan. The Development Credit Corporation 
of Maine cannot lend over 15 per cent of the total of its 
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the other corpora- 
tions have no formal limit on the size of single loans, all 
of them try to distribute their risks as widely as possible. 

Development credit corporations have granted loans 
to 69 of the 265 applicants given thorough investigation. 
Other financial institutions have taken 29 applications, 
and granted loans in each case, and 160 applications 
have been rejected by the credit corporations. The re- 
maining applications are either still in the process of be- 
ing considered or have been withdrawn. 

The principal reasons leading to rejection of applica- 
tions have been lack of management ability, unfeasible 
plans for employment of funds, proposed uses of funds 
which did not conform to the policies of credit corpora- 
tions, and, to a lesser extent, objections by applicants 
to the conditions and terms proposed by credit corpora- 
tions. Some applications have been rejected because of 
unbalanced financial structures of the business firm, be- 
cause the applicant could not show how the loan could 
be repaid from earnings, or because the loan was con- 
sidered bankable. 

The development credit corporations have not kept 
accurate statistics on the amount of loans made to busi- 
ness firms which have applied for assistance but whose 
cases have been taken over by conventional financial 
institutions. They estimate that other financial agencies 
have loaned at least $1,600,000 to such concerns. This 
indicates one way in which credit corporations have in- 
directly helped small and growing businesses. Many of 
these firms applied to established financial institutions 
before going to the credit corporations. Because the 
credit corporations investigated the cases more carefully 
and obtained additional information on the applicants, 
or perhaps because they put the applicants in contact 
with other sources of funds, many small businesses have 
been able to obtain financing from banks even after 
their applications were once rejected. 

The five development credit corporations had made 
69 loans totaling $3,515,073 to 66 manufacturing firms 
up to June 15, 1954. An accompanying table shows the 
types of industries receiving loans. 

The table showing the size of concerns receiving loans 
indicates that development credit corporations are car- 
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rying out their purpose of giving financial assistance 
mainly to small businesses. Firms employing less than 
100 workers have received five-sixths of the loans. 

The amounts of the 69 individual loans made thus far 
by credit corporations indicate that the aided business 
establishments generally do not need large amounts to 
get started or to expand. Eight out of ten loans have 
been for less than $50,000. The development credit cor- 
porations in Maine and New Hampshire have made a 
larger proportion of small loans than have those in the 
other states, as shown in an accompanying chart. 

New England development credit corporations have 
made loans to firms in all sizes of communities, from one 
town with a population of 500 to a city of 250,000. A 
wide dispersion of loans among different size communi- 
ties has occurred in each of the five states. 

Loans have also been widely spread geographically 
throughout the New England states, particularly in the 
states with the largest number of loans. All of the credit 
corporations have made an effort to obtain wide geo- 
graphic dispersion of their loans. 


Purposes of Loans 


Development credit corporations have made loans for 
a variety of purposes, as shown in the second chart. 
About 45 per cent of the number and amount of loans 
were reported as being made for working capital pur- 
poses. Many of these were longer-term working capital 
loans, rather than short-term loans, to firms that had 
not obtained sufficient equity capital to support their 
volume of operations. Most of the loans have been 
multi-purpose ones, so that many of the working capital 
loans were probably made in conjunction with those 
made for the purchase of equipment or real estate. 
Over 42 per cent of the number of loans were definitely 
for long-term purposes, such as financing the construc- 
tion of a plant or the purchase of new machinery and 
other capital equipment. The remaining 12.5 per cent 
of the number of loans, but 30 per cent of the dollar 
amounts, were for refinancing purposes. 

The third chart shows the maturities of loans granted. 
Nearly 80 per cent of the number and 93 per cent of the 
dollar amounts had maturities of five years or longer, 
although the number and amount of advances made for 
over ten years is relatively small. The shortest- and 
longest-term loans have generally been for smaller 
amounts than have those loans with intermediate ma- 
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turities of between five and ten years. 

The Development Credit Corporation of Maine has 
made a larger proportion of loans for less than five years 
than the other corporations. It has also made a greater 
proportion of loans with maturities in excess of ten 
years. The Business Development Corporation of New 
Hampshire is the only other corporation which has made 
any advances with maturities of less than three or over 
ten years. All of the loans of the corporations in Rhode 
Island and Connecticut have maturities between five 
and ten years, and all except one in Massachusetts fall 
in this maturity range. 

All of the loans made by development credit corpora- 
tions call for periodic repayments. Most of them, in- 
cluding every loan in Massachusetts and New Hamp- 
shire, are repaid in monthly instalments. A smaller num- 
ber are payable quarterly, semi-annually, or annually. 

Development credit corporations may make unse- 
cured loans. They take into account such factors as the 
character of prospective borrowers, their managerial 
competence and productive efficiency, and the purpose 
of the loan, in addition to tangible collateral. Close 
supervision of borrowers may also enable credit corpora- 
tions to advance funds in some cases where conventional 
financial institutions would not do so because of a lack 
of collateral. Nevertheless, most loans made by credit 
corporations have been secured in one way or another, 
generally by more than one form of collateral. 

The largest number of loans have been secured by a 
first or second mortgage on plant and/or equipment. 
Credit corporations have also taken chattel mortgages 
on inventories, liens on receivables, and assignments 
of leases as security. In addition, nearly one-third of 
the borrowing concerns have been required to carry 
sufficient life insurance on their principal officers, pay- 
able to the credit corporations, to protect the loans. 

The Development Credit Corporation of Maine is the 





— 








| LOANS MADE BY DEVELOPMENT CREDIT CORPORATIONS 

NUMBER AND AMOUNTS BY INDUSTRIES 

(A ts in Th ds of Dollars) 

| 5 State Total | Maine | N. H. | Mass. | R. 1. | Conn. 

| Industr G iu anes" ae SN SE rae are ae To San Bee - eens _ 

4 para No. | Am't No. | Am't | No. Am't No. | Am't | No. Am't | No. | Am't 1 

co eae 12 /$ 515| 6 | $100 | 4 /$80} — | — | 14 $250 | 1 | $65 

fUMNOE as Ss co.cc onto: 12 17 9 156 | 3 20 —- | — | — | = co - 

| Machinery........... 10 371 3 23 1 8 5 |$ 310; — |} — | 1 30 

CO Re 7 373 5 310 | @ 63 = _ = 3 ae : 

| Food .. Me ee rate ‘ 5 137 es | 63 | _ — 1 50 _ —_ 1 24 

| Fabricated Metals......... 4 200 — 2 30 2 170 _ - = - 

D PRDORIONs css vce es 3 52 3 52 — _ aa — ~ — — 

Dees pee 3 555 — | a 1 25 | 1 500 1 30 | - 

| Primary Metals........ 3 405 _ 2 55 1 350 = = - — 
Electrical Machinery....... 3 101 1 32 1 19 1 50 — —- | — — 

| Furniture... . aan hatha 2 65 1 25 - — — — 1 40 

| Paper seis 2 450 — _ — —_ 1 400 — 1 50 

| Miscellaneous. . ito ape | 2 75 — — — — 1 25 1 50 - ~ 

| Chemicals............ oo i 40| — - - — 1 40 na es a Pe 

| ia 5 tea oboe heroes 69 | $3,515 31 | $781 16 | $300 | 14 | $1,895 3 | $330 5 | $209 


























Monthly Review 


FEDERAL RESERVE BANK OF BOSTON 


Por tenet nt 











SIZE OF LOANS 
Number of Loans in Designated Size Groups 
Number of Loans May 1950 — June 1954 ___ Number of Loans 
” (7) conn. 
Gey r.1. 
CC mass 
BS 8.4 
15 GD maine 1S 
10 10 
5 | a Th 
otal et 
b) Jo 











Under $10 $10-20 $21-30 $31-40 $41-50 $51-100 Over $100 
Dollar Amounts in Thousands 
SOURCE: Federal Reserve Bank of Boston. 











SEPM LEE TRON TRE RENO mare Soo mame 








only one which has placed representatives on the boards 
of directors of borrowing concerns. It has done this 
with nearly all of its borrowers. Most borrowers report 
that they have benefited greatly from the managerial 
and technical assistance furnished them by representa- 
tives of the Maine credit corporation. One concern has 
repaid its loan and could repurchase the 10 per cent of 
its common stock which it gave the credit corporation 
if it wished. But the manufacturer prefers to have the 
credit corporation continue to hold a small amount of 
stock because of the beneficial guidance given by the 
credit corporation. 

All development credit corporations except the one 
in Maine have charged borrowers an interest rate of six 
per cent on all loans made thus far. The Maine corpora- 
tion has made a few at five per cent, but most of its 
loans have also called for six per cent interest. None 
of the corporations has made advances on a discount 
basis. 

Three credit corporations have also charged most 
borrowers a service charge of one per cent of the amount 
of the loan. The Massachusetts and Rhode Island cor- 
porations have not made any service charges yet, but 
the Rhode Island corporation intends to in the future. 
All corporations except the one in Rhode Island have 
required borrowers to pay legal expenses connected with 
loans. None of the corporations requires unsuccessful ap- 
plicants to pay legal expenses or service charges to cover 
the cost of investigations. 

The Maine, Rhode Island, and Massachusetts de- 
velopment credit corporations have taken bonus stock 
or stock options in conjunction with a few loans, hoping 
that some of the stock they acquire when it is practically 
worthless will increase in value and offset possible losses 
or provide additional funds for loans and investments. 
The Development Credit Corporation of Maine has 
acquired stock of four borrowers. In each case the cor- 
poration received ten per cent of the concern’s common 
stock outstanding at the time of the loans. Borrowers 
have options to repurchase all of this stock. The Rhode 
Island corporation has received bonus stock from one 
borrower, amounting to one-tenth of the loan made. 
The Massachusetts corporation has taken options to 
purchase stock from two borrowers. 

Banks and insurance companies have participated 
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with development credit, corporations in nearly half of 
the loans. They have advanced a total of about $1,- 
600,000 in connection with loans made by credit cor- 
porations. Banks have participated in the largest num- 
ber of loans in Maine and New Hampshire. Insurance 
companies have participated only in Maine. The De- 
velopment Credit Corporation of Maine is also the only 
one that succeeded in obtaining RFC participation. 

Banks have sometimes participated in loans on an 
equal basis with development credit corporations in re- 
gard to security. At other times, bank loans have been 
in a senior position to those of credit corporations; and 
in many cases bank loans have been made for short- 
term financing purposes where credit corporation ad- 
vances took care of the longer-term needs of the con- 
cern. In their long-term loans made in conjunction 
with development credit corporations, banks have 
usually accepted the same maturity as credit corpora- 
tions, although sometimes the banks have taken earlier 
maturities. Insurance companies have obtained first 
mortgages on real estate, senior to the credit corpora- 
tion’s position, in every case where they have par- 
ticipated. 

The credit corporations in Maine and New Hamp- 
shire have also participated in extending financial as- 
sistance to eight manufacturers in conjunction with 
local industrial development corporations and conven- 
tional types of financial institutions. In these cases the 
development credit corporations have advanced $294,- 
000, community development corporations have put up 
$221,000, and banks and insurance companies have 
loaned $510,000. In the typical case, a bank or insur- 
ance company takes a first mortgage on the plant, the 
development credit corporation takes a second mort- 
gage, and the community development corporation and 
the manufacturer supply the equity capital. 


Other Activities 


Development credit corporations have already en- 
gaged in other types of activities to promote the growth 
of new and small businesses in their states, in addition 
to their lending and investing activities. The Business 
Development Company of Rhode Island has purchased 
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a 450,000 square-foot building formerly entirely used 
by a textile manufacturer who needed funds and re- 
quired only about half the space in the plant. The de- 
velopment company leased 230,000 square feet at 25 
cents a foot per year to the manufacturer and is now in 
the process of renovating the remaining space to make 
it suitable for a number of small concerns. By purchas- 
ing the mill, the development company provided the 
funds needed to retain 320 jobs and an annual payroll 
of $950,000. 

All of the development credit corporations have 
worked closely with their state development commis- 
sions. The state agencies have sent applicants to de- 
velopment credit corporations and have collected in- 
formation about some of them. Development credit 
corporations have assisted state development com- 
missions in organizing local industrial development 
corporations. They have also worked closely with ex- 
isting community development groups and have sup- 
plied state development commissions with information 
about certain businesses. 

The Business Development Company of Rhode Is- 
land financed a broad study by a well-known consulting 
firm to determine promising industrial opportunities in 
Rhode Island. 

Development credit corporations have also provided 
borrowers and applicants with a good deal of manage- 
ment advice and assistance and have arranged for a 
number of applicants to obtain needed financing from 
conventional financial institutions. 

Operating Procedures 

The five credit corporations have between three and 
eight officers who take an active part in the work of 
the corporation. They generally meet monthly or when 
called upon to perform the duties of their office and any 
other functions deemed advisable. 

Three corporations have two paid employees, an ex- 
ecutive manager and a secretary-bookkeeper. The man- 
ager administers the daily affairs of the corporation, 
such as interviewing and investigating applicants, pre- 
paring reports for the loan committee, following up 
loans, and preparing reports for and maintaining con- 
tacts with members and stockholders. The Massachu- 
setts Business Development Corporation, because of its 
larger amount of activities, has six paid employees. The 
Connecticut Development Credit Corporation does not 
have a full-time paid staff as yet. 

Operating expenses of the four corporations which 
have paid staffs are currently running between $12,000 
a year in New Hampshire and about $45,000 a year in 
Massachusetts. Total operating expenses of the Maine 
and Rhode Island corporations are about $24,000 a year. 
Interest paid on advances by members and salaries of 
operating personnel are the largest expense items, ac- 
counting for more than three-fourths of all expenses. 
Travel expenses and rental of office space also account 
for a substantial proportion of expenses. 

Development credit corporations pay member finan- 
cial institutions between 2 and 3/4 per cent interest on 
money borrowed from them. The Maine and New 
Hampshire corporations have paid two per cent thus 
far. The directors of both of these corporations, as well 
as those of the Connecticut Development Corporation, 
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determine the rate of interest which members will re- 
ceive. The Connecticut corporation set a rate of three 
per cent on its first calls. In Rhode Island, the members 
determine the rate. The corporation is paying the prime 
rate at present — three per cent. The charter of the 
Massachusetts Business Development Corporation 
states that it will pay members not less than 4 of 1 per 
cent more than the prime rate on the date calls are made 
on members. The corporation paid 3% per cent on its 
first call. 

The Maine and New Hampshire development credit 
corporations are the only ones which have been in op- 
eration long enough to have had any loans fully repaid. 
Six loans totaling $120,000 made by the Development 
Credit Corporation of Maine have been repaid, and two 
loans of the New Hampshire corporation for $11,000 
have been fully paid off. 

None of the credit corporations has operated long 
enough or had a large enough volume of loans to pro- 
vide accurate indications of what their loss ratios may 
be. On June 15, 1954, every loan made by the five de- 
velopment credit corporations was on a current basis 
except for two loans made by the Development Credit 
Corporation of Maine. The delinquency ratio in Maine 
has fluctuated between 6 and 20 per cent of the loans 
outstanding. The Maine corporation, however, has 
only had to charge off as a loss one loan involving a 
small woodworking concern. Because of inexperienced 
management, the firm failed and the credit corporation 
took a loss of $8,345. 

Most development credit corporations have operated 
at a loss for the first year or two because organizational 
expenses are large and because it takes time to build 
up a sizable volume of income from loans. Judging from 
Maine’s experience, however, credit corporations can ex- 
pect to cover operating expenses after they have been 
in business for a year or two. The Development Credit 
Corporation of Maine had a net operating loss of $8,615 
its first year and $4,241 during its second’year. During 
its third year, the corporation showed a profit from oper- 
ations of $896, and in its fourth year a net operating 
profit of $3,278. It should be borne in mind, however, 
that credit corporations have so far operated only in a 
period of general business prosperity. 

The New Hampshire Business Development Corpora- 
tion did not open an office or hire a manager until it had 
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been in operation for a year. Directors and officers 
served without pay or even reimbursement for travel 
expenses. The corporation made a net operating profit 
of $234 during its first six months of operation. During 
its second year, the New Hampshire corporation opened 
an office, first employing a part-time secretary and then 
a part-time manager as well. It showed an operating 
loss of $586 during its second year. Because the corpora- 
tion has continued to increase its volume of loans and 
expand its income, it expects to eliminate its accumu- 
lated deficit and operate at a profit this year. 

The Connecticut Development Credit Corporation 
has followed much the same procedure as the New 
Hampshire corporation. It does not have any paid 
staff as yet, and office expenses are currently running 
at a rate of only about $1,000 a year. Its operations are 
expected soon to require the services of a full-time paid 
manager, however. 

The Massachusetts and Rhode Island corporations 
opened offices and hired full-time personnel before they 
made any loans. The Rhode Island corporation showed 
an operating loss of $18,295 for its first year, and the 
Massachusetts corporation had a loss of $28,571 during 
its first six months of operation. Both corporations, 
however, expect that income will exceed expenses before 
the end of 1954. 

The Development Credit Corporation of Maine is the 
only one which has been in operation long enough to re- 
ceive a sufficient volume of funds from interest and 
amortization payments to be able to repay money bor- 
rowed from members. It has repaid $96,568 to members 
in two payments of 10 per cent of the amount due each 
member. 

No corporation has yet paid any dividends to stock- 
holders and considerable time will probably pass before 
they do. All of the corporations intend to build up re- 
serves against possible losses before distributing profits 
to stockholders. 


Records o lided Firm 

The main purpose of development credit corporation 
loans has been to enable existing manufacturers to grow. 
Half of the loans made by credit corporations have gone 
to concerns which were already in business in the five 
New England states but which needed assistance to ex- 
pand. Almost one-third of the loans have gone to en- 
tirely new firms. Companies which had been in business 
elsewhere but which relocated in one of the five states 
have received 11 per cent of the loans. The remaining 
loans have gone to firms in financial difficulties. 

Only the Maine and New Hampshire credit corpora- 
tions have made loans to entirely new firms. Almost half 
of the loans made by each of these corporations have 
gone to persons starting a new business. As other cor- 
porations acquire more experience, they will probably 
extend assistance to new ventures. 

Development credit corporations estimate that the 
66 concerns which have received financial assistance 
employ a total of 6,478 persons and have a combined 
annual payroll of $23,105,000. The Development Credit 
Corporation of Maine, having been in business longer, 
has made twice as many loans as any other corporation. 
The firms aided by this corporation employ more work- 
ers (2,345) than do concerns in the other states. Firms 


aided by the Massachusetts corporation employ the 
second largest number of workers (1,779). 

Six new manufacturing plants have been built in 
Maine, five in New Hampshire, and one in Massachu- 
setts which were partially financed by development 
credit corporations. They range in size from 7,500 to 
64,500 square feet, and contain a total of 292,620 square 
feet of space. Those in Maine are generally larger than 
those in New Hampshire and Massachusetts. The 
twelve new plants cost a total of $1,943,000, an average 
cost of $6.64 per square foot. Average construction costs 
did not vary much between states. 

Concerns in the shoe and leather industry occupy five 
of the new plants. Textile manufacturers have built 
three plants with assistance from credit corporations. 
The other plants are for concerns in the food, chemical, 
electrical and nonelectrical machinery industries. 

The development credit corporations in Maine, 
Massachusetts, and Rhode Island have assisted con- 
cerns which are making several products never before 
made in these states, such as a new type of precision 
instrument, laminated bowling pins, plastics machinery, 
fibre-glass products, and laminated baseball bats. 

The amount of money put to work in small growing 
businesses as a result of the activities of credit corpora-' 
tions is not limited to the $3,515,073 loaned by the cor- 
porations themselves. Banks and insurance companies 
have lent $2,100,000 in connection with the 69 loans 
made by credit corporations and have made loans to 
applicants referred to them by credit corporations, total- 
ing at least an additional $1,600,000. In addition, the 
availability of longer-term credit from development 
credit corporations has made possible the employment 
of several million dollars of equity capital in the aided 
firms. The Development Credit Corporation of Maine is 
the only one which has kept statistics on the amount of 
equily capital put to use as a result of their loans. It 
estimates that $1,045,760 of equity capital is employed 
in conjunction with the $781,073 it has loaned. If the 
same ratio of equity capital used to loans made applies 
in the other four corporations, about $4,700,000 of ven- 
ture capital has been employed in connection with the 
loans made by development credit corporations. 


Future 


All five active corporations intend to sell more stock. 
The Maine, New Hampshire, and Rhode Island cor- 
porations want to sell stock primarily to broaden their 
equity capital base and provide a larger cushion for bor- 
rowed funds. The charter of the Massachusetts cor- 
poration fixes the ratio of the amount the corporation 
can borrow from members at eight times the amount 
of capital stock sold, and the Connecticut corporation’s 
charter fixes the borrowing-to-capital-stock ratio at ten 
to one. Neither corporation has yet sold enough stock 
to enable it to borrow the full amount already pledged 
by member financial institutions. Both corporations 
have uncovered a large unfilled need for medium and 
long-term funds, and the quickest way for them to ob- 
tain additional funds for loans and investments at pres- 
ent is to sell more stock. All of the corporations want 
to obtain a larger number of member financial institu- 
tions so that they can expand their operations as the 
need arises. 
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Monthly Review 


FEDERAL RESERVE BANK OF BOSTON 


Profits tor Half Year Increase 
at New England Member Banks 


NET prorits after taxes of New England member banks 
advanced to new highs in the first half of 1954. Net 
profits totaled $22.1 million, up seven per cent over 
those reported in the first half of 1953 and five per cent 
above those in the second half. The banks in Boston as 
well as the country banks outside in general reported 
increases. The rise in net profits was attributable to 
substantially reduced net charges, and in some cases to 
net recoveries, on noncurrent transactions, resulting 
largely from capital gains on securities sold. In contrast, 
net charges on noncurrent transactions were heavy in 
both half-year periods in 1953. Current earnings and 
expenses in the aggregate exhibited little change from 
the 1953 totals. On an annual basis, net profits repre- 
sented a return on capital averaging almost 7.0 per cent 
as compared with 6.6 per cent in 1953. 

Gross earnings totaled $118 million, about four per 
cent above those in the first half of 1953 and one per 
cent below the second half-year total. Earnings on 
loans continued to account for about 55 per cent of 
total earnings, and, at many banks, earnings from this 
source exceeded or equaled the amounts reported in the 
half-year periods in 1953. In Boston, however, loan earn- 
ings were off three per cent from the last half of 1953, 
reflecting a lower average volume of outstandings dur- 
ing most of the period. 

Earnings on U. S. securities reported by the Boston 
banks were 10 per cent higher than those in the first 
half of 1953, but were practically unchanged from those 
in the second half-year period although holdings were 
reduced. The banks undertook lengthening of maturi- 
ties in order to maintain yields. At the country banks, 
earnings from U. S. securities were moderately lower 
than in either half-year period in 1953 despite some 
lengthening of maturities. Country banks’ sales of se- 
curities to maintain loan volume and meet deposit losses 
to money centers within and outside New England 
were the principal factors reducing these earnings. 

Earnings on “other’’ securities in Boston were lower 
than in both 1953 periods, although holdings were mark- 
edly higher and average earning rates not significantly 
changed. This reflects in part lower average holdings 
during most of the period at some banks and a shift 
into short-term municipals in other cases. At both 
groups of banks, service charges and other fees and com- 
missions for banking services were unchanged from 
those in both half-year periods in 1953. 

Current expenses for the first half of 1954 aggregated 
$74 million, up six per cent over the first half of last 
year but practically unchanged from the second half- 
year total. The general proportions of expense outlays 
were the same at both the Boston and outside banks 
and showed no significant increases. Although both 
groups of banks reported increases in time deposits held, 
interest paid was less than that in either period in 1953. 
In Boston this reflected establishment of time deposits 
with a part of commingled trust deposits previously car- 
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ried with the banking department. These 
deposits draw no interest. At banks out- 
side, the proportion of certificates of 
deposit carrying lower rates than savings 
accounts increased. 

Net current earnings totaled $44 mil- 
lion at district banks, practically un- 
changed from the first half of 1953 but off slightly from 
the second half-year results. In Boston, expenses rose 
faster than total operating earnings and a smaller pro- 
portion of net current earnings was retained than last 
year. At country banks, however, the proportion re- 
tained was slightly larger than in the second half of 
1953. 

In Boston, noncurrent transactions (net of recoveries, 
profits, losses and charge-offs, and valuation reserve 
additions) resulted in an addition to net current earn- 
ings. In contrast last year heavy net charges were made 
in both half-year periods. 

At banks outside Boston, net charges on noncurrent 
transactions were greatly reduced and some banks re- 
ported net recoveries. Net gains on security transac- 
tions were also large for this group of banks. These 
banks, however, continued to build loan valuation re- 
serves in substantial amounts, which contributed to off- 
setting other recoveries. 

The gains or greatly reduced charges on noncurrent 
transactions aided net profits before taxes at both 
groups of banks. Boston banks’ net profits before taxes 
amounted to $17.9 million, an increase of about seven 
per cent over the figure reported in the first half of 1953 
and 13 per cent over that in the second. Banks outside 
Boston reported an increase of about 20 per cent over 
those for both half-year periods in 1953. Both groups 
of banks again made provisions for payment of some- 
what higher taxes on income. 

Member banks retained $11.3 million — about 50 per 
cent of net profits — to strengthen capital positions. 
Cash dividends paid amounted to $10.8 million, about 
3.4 per cent of capital accounts. 








MEMBER BANK EARNINGS, EXPENSES, AND PROFITS 











(A ts in Th ds of Dollars) 
Boston | Other First District Banks 
% Change | | % Change 
First Half | from First Half | from 
1954 (Second Half) 1954 (Second Half 
1953 1953 
Earnings ...| $41,313 | -— 1.2 | $77,047 - 09 
Interest received on 
bonds and stocks..| $ 8603 -— 18 | $18,970 | — 35 
Interest received on | | 
loans and discounts 992,541 — 3.4 | 43,209 + 0.4 
Service charges on | 
deposits. . } 1,302 — 13.0 5,633 + 23 
Trust department. 4,767 +11.6 4,449 —10.5 
All other income 4,100 | + 39 4,786 + 5.2 
Expenses...... $23,508 | + 24 | $50,801 | — 21 
Salariesand wages} $12,891 | + 1.9 | $24,420 | — 5.3 
Interest paid on | 
time deposits. .. . 793 == ee 7,132 | -— 22 
All other expenses 9,824 +35 | 19,249 | + 22 
| | 
Net Current Eamings.| $17,805 | — 5.5 | $26,946 | + 1.7 
Net recovery or loss. | + 141 _ \- $234") —94 9 
Ricoise) Saas 
Profits before income | | | 
taxes .....| $17,946 | 413.0 | $26,012 | +99.4 
Taxes on net income | 9,036 | +23.5 | 12,774 | +47.4 
Net profits. . . | $8910 | + 40 | $13,238 | + 5.3 
Dividends declared | 
on common stock. . .| $ 4,791 | -—19.0 | $ 6,012 | -—10.0 
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Growth in credit during 1954 in New England as in 
the nation has been at a much slower pace than a year 
ago, as the total demand for goods and services was re- 
duced. This slackening in the nation has been reflected 
largely in the demand for short-term credit, and short- 
term business loans have shown more contraction this 
year-than last. In New England, however, business 
loans outstanding have averaged only moderately lower 
and total bank loans in the district at June 30,1954 were 
about three per cent above those at the year end. 

Commercial Loans — Following seasonal net re- 
payments in January, business loan volume rose above 
year-end levels in March on the strength of corporate 
tax borrowings. New loans in June advanced outstand- 
ings to $1.4 billion on June 30, less than one per cent be- 
low the volume on the comparable date last year. 

Public utilities expanded their borrowings consider- 
ably in June. Sales finance companies and textile firms 
also made moderate increases in indebtedness. Food 
and tobacco processors, metal producers, and trade 
firms, however, made net repayments over the half 
year. The net repayments by borrowers reflect liquida- 
tion of inventory loans as well as repayment of excess 
profits tax borrowing by some firms. 

Interest rates on short-term loans to business leveled 
off in the first quarter of the year in contrast to sharp 
advances last year. In March the rate to “ prime” bor- 
rowers was reduced to three per cent and rates eased 
slightly during the second quarter, averaging 3.59 per 
cent in Boston and 3.87 per cent at country banks. 

Real Estate Loans — Residential loan volume ex- 
panded moderately during the first half of this year. 
Holdings of conventional mortgages rose two per cent, 
while VA mortgage holdings increased four per cent at 
district banks. New extensions of real estate credit are 
about abreast of the level of repayments and stocks of 

yarehoused mortgages are not building up. 

Consumer Loans — Expansion of instalment credit 
was confined to the financing of new and used car pur- 
chases. Automobile loans outstanding rose six per cent 
in the first half of 1954, considerably less than the 35 per 
cent rise which took place last year. New extensions 
of other kinds of instalment credit kept pace with the 
volume of repayments. 

Investments — District banks reduced their total 
security holdings by about eight per cent during the 
first six months of this year. U. S. security portfolios 
were reduced nine per cent. Portfolios of state and 
municipal obligations were increased 30 per cent, and 
reflect the ‘after tax’’ advantage of this kind of invest- 
ment. In general, maturities of U. S. and other securities 
were lengthened to secure higher yields. 


Recent Money Me el 


, MPevetopment 

The moderately lower levels of business activity this 
year, which prevailed in the nation and in New England, 
were accompanied by easier credit measures effected by 
the Federal Reserve System. Some supporting actions 
in the area of fiscal policy have also been undertaken. 
These include the large tax reductions effective in Jan- 
uary and April, which have provided stimulants to con- 
sumer spending. 


MEMBER BANK STATEMENT OF CONDITIONS 
(A ts in Th ds of Dollars) 





Boston 


\% Change 

June 30 from | 

1954 Dec. 31 | 
195 


| Other First District Gale 


June 30 | 
1954 


from 

| Dec, 31 
| 1953 
$4,676 629 29 


| $ 944,940 | 


Total Assets $2,666,051 = 
Total reserves, cash 
and balances $ 605,329 | 
Total investments $ 855,555 | 
S. securities 694,824 | 
Other securities 160,731 
Total loans and 
discounts $1,144,278 
ommercial and | 
industrial loans 740,869 
Real estate loans 132,569 
ther loans to | 
201,660 | 
93,755.) 
24,575 


individuals 

All other loans 
| $ 60,879 
| $2,666,041 | 


Con 
pw 


$1,757,906 | 


658,106 | 
518,728 | 


508,048 | 
99,200 | 


26,176 | 
73,894 


676,629 | 


i+ + +111 


Reserve for bad 
debt losses, etc. 
All other assets . . 
Total Liabilities and 
apital Accounts 
Liabilities 
emand deposits 
Time deposits . 
All other liabilities 
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67,144 
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% Change 





Capital accounts 


255,369 | $ 381,361 


As a consequence of System credit policy, member 
bank reserve funds were more readily available during 
the first half of 1954 than in either half-year period last 
year. The change toward ease in policy initiated early 
in May 1953 has been continued and designed to assure 
that reserve funds would be readily available to meet 
the needs of private business and the borrowing needs 
of the Treasury. 

During the half-year period, the Reserve banks acted 
twice to realign their discount rates with the lower 
levels of yields established on open market paper. Early 
in February the discount rate was reduced from two 
per cent to 134 per cent and again during late April and 
early May the rate was dropped to 11% per cent. Sys- 
tem open market operations have been flexibly geared 
to changes in the money market, and substantial 
amounts of reserves have been supplied to the banks 
on balance through the purchase of Treasury bills. At 
appropriate times, repurchase agreements with non- 
bank U. S. security dealers have also been used. 

In late June member bank reserve requirements were 
reduced over a six-week period running from June 16 
to August 1. This action gradually released about $1.5 
billion of reserve funds in the nation, including about 
$60 million in New England, which could be used to meet 
private seasonal demands for credit and future govern- 
ment borrowing. 

Reduced credit demands, a high rate of money sav- 
ings, and System credit easing measures have resulted 
in sharp declines in market interest rates from levels 
reached a year ago. The average yields on new issues of 
Treasury bills have declined about 70 per cent. In the 
latter part of May and early June, the spread between 
short-term and long-term yields widened somewhat as 
is characteristic of periods during which money rates 
ease. In the long-term credit market, yields also declined 
in a range of 15 to 20 per cent, depending upon the type 
of security. The discounts on FHA and VA mortgages 
which prevailed a year ago have been reduced substan- 
tially. Rates on conventional mortgages made by in- 
stitutional lenders have declined about 1% percent. 
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